By Lawrence Bridge and Bernard Beckler ¢

Capital Investment Programs

and Sales Expectations in 1950

AMERIDAN business, sxelugive of fevieulture, plans
another year of large capital sxpansion, slthough the a
gobe mvastment will e lass than tha high figures of tha
previons 2 years. Expenditures for the consiruction of now

lont and tho purchaszse of new equipment are schednled at
1S?lﬁ.l billion dwing 195¢. This is $2 billion, or 11 peycent
Tess than in 1049,

This downward adjustment in eonpital outlays is not due
to any expectation of a change in the current favorable
market for goods, but stoms rather from the gradual satehin
up on the backlog demand for plant and equipmont. earri
over from the war. Astually, businessmen responding to
this survey anticipate that aal‘:m n the aggregate will bo ns
hig}xhin 1964 ns in the preceding year.

ese results are bosed on reports submitted between
mid-Jonuary and mid-March in the annusl survey of plant
and eg_uiprmmt expenditures and sales conducted jointly by
the Office of Businesz Economics nnd the Securities and Fx-
changns Commiesion. The dnta presentad in this article nre
estimetes for oll nonsgrieultural business based on a sampla
composed of most corporations registered with the Securitiea

and Exchange Commiszion and a large number of anrep-

istered manufacturing companies, unincorporated os well as
corporate, reporting to the Ofice of Business Economica.

Investment Programs

In 1950 a2 n whole, snticipated business sependitueesy of
$16.1 billion on new 1pl:\»m; nnd equnipment compars with
318.1 billion of capital cutlays in 1940, Tlant and equip-
ment coste have risen slightly in the sarly months of 1850
and are currenfly about tha average lavel prevailing in 1848,
It would appear that the physical volume of outlays in
1950 based on current anticipations mny be off about us
m‘-‘ff]l: ey thehilﬁdimtu}d dulln:'] vﬂlum;jnm e b

¢ $5.4 Lillion of expenditures vsinessmen
in thoe first half of 1950 iz 8 percent. below a{tum expendi-
tures in the corresponding period of 1949. However, this
volume of cuilays, on £ seesonally ndjusted basis, ropresonts
maintenanes: o tha 1nta of expenditures which prevailed
during the second half of 1940 {see chart 1).

This evidence of continued strongth in fixad investment in
the current period iz eevvoborated by the new and unfilled
orders data In the carly months of 1850. Ordors received
during Janusty nnd Februay by mﬂ.nuincturﬁrs—includmﬁ
producers of machinery and squipment—generally shown
gﬂmtnnlﬁnl increnses over the cod of 1949, rising aven mors

n snles.

First half steady—second half to decline

Thue, the major impact of the reduction of capital outlays
andicipated for 1950 will be felt in the second bhalf of the year.
A proper cvaluntion of the extent of this deding requires
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adjustment for sensennl influences snd for factors peculiar
to antieipatory dota. Allowing for the normaol seasonal in-
Huences fo in actual expenditures, the implied denline
from the first to the sseond hali of the year ia almost 13 per-
cent. However, netusl expenditures asreportad in the fourtl
quarter, unlike anticipated outlays, are mised by the conocn-
tration of certain ch to capital necounts in the and of
year stgtoment. Making o allowenca for this factor,
the decline would be closer t0 16 percent. :

Chart 1 —~Trend in Business Expenditures for New Plant
and Equlprment '
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In addition, past surveys have indieatad thet onticipated
outlays in the latter of the yeer are unidorstnted relntive
to the esrly pare of the venr due to the lesser completeness of
future progroms as compared to near-term budgets.  Thos
in the eeeond half of 1949, as well as in endior years, m:lsua[
expenditures were somewhat higher than these anticipated ot
the beginning of the year. Moreovvar, the returns from #
speciol questionnaire designed to determine the reasons fof
differences between actual and planned expenditures for
indiridua]l companies indicate that there iz B systemnoti
tendency in this direction, ]

It is, therofore, likely thet the suggested downturn in the
sacond half of 1850 is somewhat overstated—and may bé
closer in magnitude ta tha decline which took place from the
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first to the second helf of 1040, ‘This would alss suggest
that tga anticipation for the yesr ag o whole may err on the
low midle. _

Each major group lower for the year

For the year 1050, evely major induatry anticipates o
lewared rate of plant and equipment investment. (See chart
2.) Rallroads and other transportation show the largest
cut-backs from 1949, smounting o 31 and 35 percent,
respectivaly. Gos and electric utilities naticipntes the small.
ssb dacling (8 percent), with manufacturing concerns o clase
seeonid (7 peraent). The mining end commoreial and mis-
collaneous groups report declines varying litte from the
average for nll industries. .

Within mnnuineturing, both plant wnd equipment ex-
penditures are expected io. decline with the proﬁmun of
equipment to totel eutlays rising moderately. are waa
littla difference by size of firm amony manufneiures in the
relative changes in planned capital outlays.

Postwar Trends in Capital Outlays

The copitnl p s of business for 1950 should be ap-
praised opainst the background of the earliar postwar
developmeniz in outlays for plant construction and pro-
ducers’ dueable equipment. iese cutlays reached an all-
time high in late 1948, after an uniniereupted Bqum period
of intensive cxpansion and modernization of industrial
fncilitiss. By and Iarge, the axpenditures during this
period hod eliminated a considerabls portion of the buckloﬁ
in business demand for capital goods which had accumulate
during the war. ] )

The leveling off in fixed capital cutlays during the latter
half of 1048 developed into & moderats decline in the subse-

nent year. A reduction was also noted in other nreas of

omestic investment during the first half of 1949, ns inven-
toriea xnd residen tinl construetion—particuinrly the former—
joned in the downwnrd adjustmend in general economic
activity. Dwing the sacond holf of the yeor, business fixed
capital investment eontinued to decline, atthovgh n rise in
residential constraetion in the third and foursh quarters and
2 lower rade of inventory liquidation pt the close of the yeor
exgrted a stabilizing foree on nggregate private domestic
investment.

Inflyence of price movements

The rise snd subsequont declme in the vaiue of fixed

ecapital outlnys rafleeted in part the movements of prices.
The postwer rise in plant and equipment prices continued
mtil sorly 1849, although the whalesale chﬁ index for nll
commoditics regched its perk the pr irg summer. By
the fourth quarter of 1949, the avernge of plant and equip-
ment prices was asbout 5 porcent lower than o yenr carlicr,
Dollar outlays had fallen 14 percent so that the reduction
in the physicol volume of investment approximated 10 per-
ceng ?l.‘ha preaont survey results indieate s leveling out in
investmentin the esrly months of 1950 and thon & reaumption
of tho decling in both dollm ovtlays and in physicaf voleme
which had started in anxly 1948,
_ Yhile there are several factors resulting in these trends,
iclading the movements of seles and profite, prubn.ﬁ;l]y the
ﬂmuﬁp infnenes has been the reduction in the bac of
domand for capital goods in 1344 and 1350. There are various
independent indications of the importance of this facker in
fecent yenrs.

Reasons for slackered pace of investmeni

Firat, the preliminary findings of a survey, initinted by the
Fice of BuEinesa Emnomiﬁn%: n:hatum'1:|:||.i1::!:5.Jr the fectms Eﬂlu—
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Chart 2.—Business E

nditures for New Plant and

Equipment, by Industry Grounys '
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encing chonges in the rate of fixed investment, are pertinent.
On the basis of enrly returns, of those reporting companies
enticipating o reduction of more thon one-third from their
1949 capital outlnys, epproximately three-fifths indicnta thnt
“completion of current capitel investment program" is the
principal reason for this decline.

Becorud, an evaluation of postwar investmant trands ¢on be
maie in terms of the long-term trend in the demand for
producers’ dursble goods, On this basia, the anticipated
capital outlays in the second half of 1980 i quite close to the
sacular level which prior experience suggests is necessory o
maintain facilitics and provide for noxmal growth in produs-
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tive mga.city. A similor comparison for earlier years indi-
ontea that outlays in 1847 and 1848 waore considerably, ond
in 194% somewhat, above the seculmr trend !

Thus, the influencs of sapital poods bacldogs in the ewrrent
demand sitoation iz dwindling rapidly. demand for
capitil goods is more closely in Jine with past relationshipe to
the phy=ical voleme of over-all economic activily and to net
income in 19560 than in any previoua postwar period.

Chart 3.—Businesa Expenditurce for Mew Plant and
Equnipment: Actusl and Anticipnied !
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The subsiontisl growth in the business population during
tha 1946-48 period and its subsequent stabilization slso had a
pronoubced effest on the postwer irend in eapital goods in-
vestment. On the basis of a study presented m snother
article in thisissue, “Capitnl Rammmmm of New Manmu-
facturing Firms,” it is estimnded that the divect eontribution
of nowly formed Arms accounted for 10 percent of the totel
invezstmont in new plant and squipment during the 3 years
1846 through 1948,

Tha greatest Jm&mt on nggrogate demend by new firms
cecurred in 1546—tha highest year on record in tha number of
entranta into the business population. This factor declined
in importence throughoud 1947 and 1942 and heg boen fairly
ingignificnnt in 1949 and thus for in 1956,

Anticipated versus actual outlays

In evaluating the 1950 investment intentione of business,
attention should be drawn to the dcm of accuracy with
which busimessmen bave anticipated their actval cuileys in
the past. In 1949, appregate expectntions of business were
plmost fully reslized os nonagricultural business flrms spent
$18.1 billien, within 1 pereent of the amovnt that they had
anticipated spending at the baginning of the year. In cor-
responding surveys covering 1947 ond 1948 (see charé 3},

lanned outlays wora 14 percent halow thosze renlized in the
orme yeer and 3 parcent below those reslized in the ntter
Fyear. . X

The expericnce in these annual survays nﬁmhd by the

more numersus quorterly survays sugpesis that the desree

n;ﬂ?f&g‘hﬂ [rmapd i Frodusus Dutobb Equipmont,™ BERVET OF DUERRERT DURKESS,

April 1850

of accurncy in businessmen’s projections of their dollar
expenditores on plant and equipmeant is closely related to
movements in copital goods costs, In 1947, whan business-
inen underestimated then outlays by 14 percent, the price
risa for eapital goods during thut year was of the same ordor
of magnitnde. In 1948, with o smeller incrense in copital
goxds’ costs and o greater averlability of supplies, business-
moen were able to forecast their axpenditures with o grestsr
I:'le?rae of re]inhi]ihg.

i is quite possible, therefore, that snticipated cutlays are
lorgnly in terms of physical volume snd prevailing prices snd,
hence, do not sufficiently take account of price factors. It
should be pointed out, however, that the general easing of
gupplics ond the slimination of resiictions on nonresidantial
construction during 1947 and 1948 may alse have permitted
laygar inerenses in ¢apital outlaya ian wars considared
feasible at the heginning of these periods.

As pointed out above, anticipated outlays for new plant
and equipment in 1949 were about 1 percent below actunl
expenditures while costz fell somewhat more between the
end of 1948 end the end of 1949, The coincidanse Latween
plenned and realized expenditures is especially notowarthy
since this perind was a turning peint in postwar business
investment,

Thoogh movements in prices ara not lilkely to affect per-
ceptibly the investment plans of business this year, there are
two factors which mny cauze actunl expenditures to diverge
from expectations. First, changes in aconomic conditions
do have some effect on investment plans. Thus, nctudl
pependitures in the first holf of 1949 ware lower than those
anticipated a= o result of o tomsporary deterioration in the
QCoNCIRiG }:-ictura, while estimated expendifures in the first
quarter of 1050 ore higher than those iniially plenned
beeanse of An improvement in business conditions. Secend,
as pointed out earlier, there is probably some understatement
in anticipated fived enpital autlays for any period well in
the future, sinee husinmmarﬁ;eﬁenmlly to ba conservo-
tive in their budgets or stated plang and are less likely to
report their more tentative plans over ths longer term.

Quarterly trends

The trend of enpital-poods investment during the first
three guariers of 1949, nftor allownnee for seasonal influences,
was one of steady decline—{fallin ﬂ,gﬁll:oximntal]r 12 peveent
from the pealt annual rete of $20 billion of outlays in the
fourth quorier of 1948,  During the last quarter of 1949 and
the first querter of 1050, expenditures remaingd ot the third-
gquarter rate of £17.5 billion,

Both the fourth quorter of last year and the first quarter
of 1950 wers revised upward nbout 8 percent from their
initinl antieipations. To o ]ﬂ.r%a extent the npward revision
in the entlier quarter was atiributable to accounting adiusi-
ments, ‘The revizien in the firet querter of this yenr, how-
aver, was ] due to the improvemant in the business
mtuation at the closs of 1848 and during the estly months of
1950. Thess upword revisions occurred in all major indus

trinl groupa,
Anticipated outlny2 in the zecond guarter wre nbout 5500
million {g¢ seasonally ndjusted annual rates) below the first

quarter. The bullk of thie decline was expected in monufne-
turing—altheugh the data for the second half of 1950 indicste
that capitel-gooda eutlays m this industry will decling less
from the first half than in ooy other major gronp.

Manufocturing investmeni down moderately

Chapital outloys of manufacturers are cxpected to total
$6.7 billion during 1950, compared with $7.2 billion in 1949:
ond $8.3 billion in 1948, Tha anticipated decline in sxpend-
itures in 1950 is more maoderate, both in absolute and relo-
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tive terms, than that which ocoarred from 1042 £o 1048,
This ie esporially noteworthy since it wae in this area that
the weakening of private domeatic investment in 1949 waa
must evident. " )

Anticipatad enditures during tha first half of 1850,
after adjustment for seasonal influences, are somewhat higher
ihan the level which prevailed during the lntter half of 1548,
Dring the second half of 1950, seasonally adjusted cnpitol
expmgitm*es by manufacturers are expected to fall somewhat
less than 10 pereent—but, for rensons dienussed cbhove, the
decline may not be that lm‘gﬁ. )

- There ere substaniial diffevences in the 1353 investiment
rograms smong the eomponent groups in this indusiry.
or exnmple, the automobile group anticipates s sizable in-
cranse; the steel and foed groups, little change; chemicals,
moderate decrasse; petrolsum, o somewhnt larger decline;
ped the texiiles, leaiher, and apporel group, a very large

decrense,

The expected incresss in capitel outloys by the eutomobile
industry iz 1950 will involve considerably larger expenditures
for both plant and eguipment. In lorge , this is due to
new faeilities designed to improve the effectiveness of pro-
ductien, and o laxgs ontlays resulting from the growing im-
poriance of putomatic trapamisons,

In the petroleum industry, expenditures for new enpitol

8 this yenr &re expected t be helow the high 1949 total.

ets ia & general trend toward heavier sxponditures for ex-

plar&t.iﬂnb,ejruduﬁt.ien, pnd pipe-line consiruction, but i iz

anticipated that reductions in cutlays for refining and xmer-
keting facilities will be mora than offsetting.

When the 1950 plan® of mannfecturing companies are ex-
amined in terms of firm size, it is found that there is little
difference betwesn the smaller and larger firms in the relative
changes from Jast year’s capital outlays,

Manufacturing construction and
equiprent expenditures

Iz 1940, we in 1949, menufacturing sxpenditures on equip-

ment are sxpected to incrense relabive to expenditures om

lant—although in absolute terms snbticipated sxpenditures
or equipment in 1850 are somewhat less than n 1848,

In the early postwar period, with aggregnte demand for
mdustrial products ennmdemhiy above supply, the efferts
of producere were directed foword o rapid incrense in copacity

output, though mited by restitctions on construction
and shortages of materials. As con be seen in iie following
tabulation for manufacturing and mining firms, equipment
outlays in the 194045 penod slowly ined re be
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plant expenditurss, but remained above the immedinta
prewar avernpo.?

I
AV PO IO | 154G | M8 | 10850 | 108D
Forent el squipment expondiiures Lo Lacal
[ p]u.'ut:lnduunjpml: outlorad . . H FE | el W k1

Dwring 1948 end 1050 the eomplation of o high preporéion
of the immediate postwar copital expansion programe and
developments toward keener competitive conditions have
reversed tha downtrend in the equipthenit proportion of fotal
outloys which lhod charncterizced the immedinte postwar
years. A higher rrc:-port.in-n of cquipment outiays, es well
as of total eapital expenditvres, has bean faking tha form
of replacereant and modernization expenditures rather than
additione to capasbty, In the near future, cost raducing
machinery will probably become at incrensi signifieant
part: of plant and equipment expendilurcs though capitel
Investmant for new products may rise in importances.

Railroad outlays down

Tha reduction in cxpenditures for new plant and squipment
anticiputad for 1950 by the railvoads exceeds that of all other
major industriez with the axception of the other transporto-
tion group. outloys are experted to deeline 3L
percent from 1949, reflecting the effecis of reduced traffic
snd earnings during 1949 ond olso the completion of a
considerable portion of their postwar expansion in road
construction and equipment installztion.

The downward trend in cepital outlaye haa beeqy especially
noticeable in deliverica of freight cars, one of the mmjor
componenta of rallway purchoses. Shipments duﬂn%h a
enrly monthe of 1950 wore approximetely one-fourth os
rh;']g'a f4 thoas in the ing period of 1949. This is

ected in the railroads' anticipaiion that tetal equipment
cutlays in the first half of thia year will be 35 pereont below
the same period last yenr-—as compared to o 15 percent
decling in construction expenditures.

Capital outlays in the first and second halves of this yesr
are each expacted to be shoug Eh‘farcmt below the cor-
responding periods of last yeor. ¢ extent of the down-
turn in the second bnlf of 1950, however, zany be overatated.
The ronds’ pl;'nﬂpanta for Ba.rmnlgs and traffic in 1950 appenr
more favorabis ench menth, Despiie the work stoppage in

ETLining 13 nouedod In tooss 4 aines mounpfesiariog aod mining wors Dot
mmlimrw i lnstes, The m% ratimnirs o oAt complotaly compuewhbg m
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conl in the first quarter, estimated carloadings in the first
2 guorters of thia yoar are above the sorres ing pariods
of 1949. Although unfilled orders for freight cars are con-
sidernb]y below a year agn, they heve doubled since Dacera-
ber. These ordars indicate that a higher vate of deliveries
may occar in future montba. In addition, the backlog
ers for passenger cars and locomotives continues high.

The replasemant of coal-burning steam locomotives by
Diesel-electric engines has been prmadin% ot 5 record rate.
Ag o result of this program 36 percent of the 1949 freight
traffio of close 1 ronde was haulad hy Diesal-electric ioco-
motives as compared with 10 percent in 1946 nnd lese than
one percent in 1941,  Installacions of Diesel locomotives in
the first 2 months of 1950 exceeded the previous year's rate
by L0 pereent,

Utilities investment remains high

Capital expenditures by eleciric and gas atiliies in 1950
are programmed at $2,840 milbon, 8 percent helow the
revious year but approximately 14 percent above 1048
geasonullj adjusted d?;t.u ingicata that little decline from the
fourth quarter is expocted in the firet helf of 1950, 80 that
the indicated wnnusl decline will ba concentrated in the
second half of this year. ] ]
Expenditurea by both tha electric and ges utilities are
expected to decling this yenr. In tha electric-vtility indus-
tﬁhinﬂramd cutleys 1o trensmission lines and exnl
t eonstruction are expected t¢ bo more than offsct by
f:awer investment in generation and distribution facilities.
A major element of strength in the goa-pipe-utilicy field ia
Jine construction. Duving 1949, lontg—dist-amce lines brought
inerensing quentities of natural gas from the Texes, Louisi-
ana, Oklahoma, and Kensne fields into the heavily populated
norchoast area. Much larger quantities are axpected to
reach this area during 1950 with completion of such projesta
a6 the 1,850-mile pips line from the lower Rio Grands Valley
to the New York matropoliten area.

Sales Anticipations

Sales anticipations for the entire
in thia survey nlong with annual .
According to the replies of Ghis representutive cross secilon
_of American indestry, business firms m te expect to
mnintain in 1850 spproximately the same level of sales as in
19449,

Within industry groups, modest advanees in enles volume
nre snticipated by electric and gos véilities and maoufactur-
ing—industries, which, as noted above, expect the smallest
cut-bacls it capital owtlays compored with 1949—whila sliphe
reductions ave expected by trade and transportation concerns
other than railroads. The fu]lu'iziﬁ table shows the antici-
pated changee in sales I 1950 sctunl snd anticipated
chonges in tha 1947-49 period ior selected indusiries. The
datn indicnée dint snles expectations in 1948 and 1949 were
realized within & reasonable margin of error,

1950 were raportad
for capital outleys.
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The posiwer frend in manufscturing sales iz shown
chort 4. Within manufacturing, 1950 sales in moat major
indﬁﬁtrim wara expected to be little chanped from their 1949

evala,

Hewever, tha producers’ goods industries, unlike other
manufncturers, anticipated s slight decline in their sales this
year, reflecting the mudm-aﬁtrglly lower capitol cutlaya pro-
grammead by business as a whole. :

- Chart £.—Manufactarera’ Sales
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In correspondence with the findings noted sbove concern-
ing investment progroms by size of firm, sales anticipations
show litile evidence of significent differences between large
and small manufacturers. This is in rather sharp contrast
to the size comparison in the previous survey conducted early
in 1940, In that survey large manuiacturers snticipated an
incronze in snles volume for 1949 over 1948 of aprresimately
B percent s comparad with an expected decline of 4 percent:
for medium-size firms ond 8§ percent for the smallest aize

up.
It may be noted that sales gmgrnma of business are not 80
firm a8 investment plans. Sales for o partieular firm are -
subject to forcea of demand largely outside the controi of
the individual business concern. vestment decisions, on
the gther hand, glthough influenced by ths corrent demand
for the firm’s sales product, are determined by other inde-
pendent considerntions snd in addition invelve commitments
some time in advence.

While manufacturing and trade anticipated that the end
of the npward movement in sales in the early postwor period
would occur in 1949, they did not snvisags the extent of the

derline that was actoally experiencod.  In the pravions gam',
meanufaeturing sod e firma anticipated nrnﬂ: part of the
incronse which occcund in saloes, cea diffevences, for

reasone indicated in the discussion of investment programs,
con be explained largely in terms of movementa in prices
subsaquent to the tima the antivipations were reported.
However, salés expeciations—to 4 much greater extent than
investment plans—are probably also considerably influcnced
by the rate of operntions at the agmnm%af the period. Tha
grenter ncouracy of nnticipated soles by electric and pas
utilities reflects the relative atability in their prices as well a2
the ploss relationship between capneity and consumption
over the postwar period,



